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MEMORANDUM 

To: 

ThrcH]^: 

Firom: 

Antfiony Hennan 
General Counsel 

Alec Palmer 
Sta£f Director 

AUDTTRBiimL* 11?^ 

Patricia Camiona , 
Chief Complianoe Ofificer ^ ^ ^ C " ^ 

Tom Hintennister 
Assistant Staff Director 
Audit Division 

Thomas 
HIntermIs 

Alex Baodewicz 
Audit Manager 

Alex R 
Boniewicz y-£S 

By: 

Subject: 

Ken Smith 

Lead Auditor/Audit Manager 

Chris Dodd for Resident, Inc. - Refemd Matter 
On April 9,2012, the Commission approved the Final Audit Report of the 

Conunission on Chris Dodd for Rresident, Inc. This report includes tfae followii^ matter 
tfaat is referable: 

Misstatement of Financial Activity (Receipts Only) 

All wodc papecs and related documentation are available for review in tfae Audit 
Division. Should you haye any questions regarding tfais matter, please contact Ken Smitfa 
or Alex Boniewicz at 694-1200. 

Attacfament: Finding 3 - Misstatement of Financial Activity - (Receipts Only) 
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I Finding 3. Misstatement of Financial Activity 

Summafy 
During audit fieldwork, a comparison of reported figures witfa bank records revealed that CDF? 
understated its receipts by $355,240 and overstated its disbursements by $190,935 in 2008. In 
response to tfae Preliminary Audit Report, CDFP amended its reports, but excluded an 
adjustment relating to net realized brokerage losses. As a result, receipts for 2008 remain 
misstated. 

The Commission approved a finding that CDFP misstated financial activity for 2008. 

Legal Standaxd 
Contents of Bieports. Each-report must discbse: 
• The amount of casfa-on-faand at tfae beginning and end of the reporting period; 
• The total amount of receipts for the reporting period and for tfae election cycle; 
• Tfae total amount of disbursements for the reporting period and for tfae election cycle; and 
• Certain transactions that require itemization on Schedule A (Itemized Receipts) or Schedule 

B (Itemized Disbursements). 2 U.S.C. §434(b)(l), (2), (3), (4) and (5). 

Facta and AnalysiB 

A. Facts 
As a part of fieldwork, tfae Audit staff reconciled lepotttd activity witfa bank records for 2008. 
Tfae following chart outlines tfae discrepancies for the beginning cash balances, receipts, 
disbursements, and the ending cash balances. The succeeding paragn̂ fas explain why the 
differences occurred, if known. 

2008 Committee Activity 
Reported Bank Records Discrepancy 

Opening Cash Balance @ 
January 1,2008 

$2,489,560 $2,456,875 $ 32,685 
Overstated 

Receipts $ 1,910,177 $2,265,417 $355,240 
Understated 

Disbuisements $4,397,873 $4,206,938 $ 190,935 
Overstated 

Ending Casfa Balance @ 
September 30,2008 

$515,970' $515,354 $616 
Overstated 

The overstatement of opening casfa-on-faand ($32,685) resulted firom discrepancies tfaat occurred 
in the previous year, 2007. 

The understatement of receipts resulted fiom tfae following: 

' The reported ending eosh balance is inconect because CDFP decreased its beginning cash-on-handby $12,949 in 
its August 2008 Monthly Repoit and increased beginning casb-on<hand by SS27,05S m its October 2008 
Monthly Report The unexplained changes in cash may have been an attempt to correct the cash discrq>ancies 
that resulted from the misstatements of receipts and disbursements. Absent these incorrect aiyustments by 
CDFP, the rqx>rted ending cash balance at September 30,2008, would have been Sl .864. 
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• Matching fund payment received 7/17/08, not reported $ 514,173 
e Net realized losses (brokerage accounts), not reported' (150,370) 
e Vendor refund, not reported 5,876 
• Offsets to operating expenditures, not reported 23,954 
• Political committee contributions, not reported 16,100 
• Unexplained difference (54.493̂ ^ 

Net understatement of receipts $ 3S5.240 

Tfae overstatement of disbursements resulted from tfae following: 
• Loan repayment, over-reported $ (144,757) 
• Disbursements and brokerage fees, not reported 239,950 
• Net errors in reporting payroll and fees 41,733 
• October Transfer to FOCD reported in Septembeî  (351,210) 
e Reported disbursements tiiat actually cleared bank in Dec. '07 (3,300) 
• Unexplained difference 26.649 

Net overstatement of disbursements $ f190.935̂  

Tfae overstatement of ending casfa-on-faand ($616) resulted fiom tfae misstatements described 
above. 

B. Preliminary Audit Report & Audit Division Recommendation 
At Ifae exit conference, tfae Audit staff discussed tfae misstatements and provided CDFP 
representatives witfa copies of tfae Audit staffs bank reconciliation. In response to tfae exit 
conference, regarding tiie over-reporting of transfers to tfae Candidate's Senate committee 
(totalmg $351,210), CDFP representatives stated tfaat CDFP faad nistructed its broker to transfer 
the funds to tfae FOCD accoimt, and tfae broker's delay in making tfae transfer caused tlie 
reporting discrepancy. The reporting error could faave been avoided if CDFP had not reported 
the transfer imtil the fimds were actually transferred. Rogarding Ifae rqporting of qperating 
expenditures, CDFP representatives stated tliat many qperating expenditures were not reported 
because CDFP was unaware oftfae data processing requirements for entering debts and 
obligations. Tfaus, many debt payments w«re nol disclosed in CDFP's reports. CDFP 
representatives did not address any of tfae otfaer discrepancies noted above. 

In the Preliminary Audit Report, tfae Audit staff recommended that CDFP amend its reports to 
correct the misstatements for 2008. 

It should be noted tiiat this relates to realized gains and losses disclosed by llie brokerage finn in its monthly 
statements, which were not rqxnted by CDFP. These net realized losses resulted fiom die decline in die stock 
market. 
CDFP reported this txansfer in September 2008, while it actually occuned in October 2008. The Audit staffs 
bank reconciliation was done through Sq>tember 2008. As such, it was recommended that CDFP amend its 
repoits lo conectly disclose the transfer in October 2008. 



C cpmmittee Response to Preliminary Audit Report 
In respotise to tfae Preliminary Audit Report, Counsel stated tiiat, afier tfae date of ineligibility, 
CDFP had some difficulty hi preparing its reports due mainly to.problems experieneed in the use 
of its fitiancial database. Counsel added that tfais was wfay, for example, CDFP foiled to disclose 
a matcfaing fimd payment received on July 17,2008, and over-reported a $144,757 loan 
repayment. Counsel indicated tfaat CDFP would file amendments to correct tfaese misstatements. 

However, Counsel furtfaer added tfaat tfae Preliminaiy Audit Report did not correctiy present tfae 
"level of misstatement", mainly because of its treatment of CDFP's brokerage account. Counsel 
argued tliat tfae Preliminary Audit Report *'...appears to confuse fluctuations in the account's fair 
market value, wfaich do not need to be reported, with the actual sale of tfae portfolio assets." 

^ In response to the Prelinunary Audit Report, CDFP filed amended rqraxts fm- 2008 and a portion 
Nl of2009. CDFP did not accept the assessment of its brokerage accounts presented in tfae 
*̂  Preliminaiy Audit Report and tfaerefore did not make all tfae recommendbd adjustments relating 
^ to tbe brokerage accounts in its amended repoits. Specifically, tfae amended reports did not 
^ include net realized losses of $150,370 (see section A above), and as a result, receipts remained 
^ misstated for 2008. CDFP materially corrected disbursements for 2008. 

D. Draft Final Audit Report 
In tfae Draft Final Audit Rq)ort, tfae Audit staff acknowledged tfae amendments filed by CDFP 
but noted tfaat receipts renamed materially misstated for 2008 as a result of CDFP's decision to 
not disclose tfae lealized losses fiom tfae brokerage accounts. 

E. Committee Response to the Draft Final Audit Report 
In response to tfae Drafi Final Audit Report, Counsel disagreed witii tiie Audit staff's treatment of 
CDFP's brokerage account losses. Counsel contended tfaat tfais finding stemmed fiom a 
misunderstanding oftfae law and made comparisons to tfae treatment of unrealized gains and 
losses m tfae audit of Friends of Anthony Weiner for tfae 2003-2004 election cycle. 

Counsel furtfaer stated tfaat tfae statute and regulations provided no explicit guidance on how 
realized losses must be reported. Counsel asserted tiult neitfaer explicitly referred to tfae 
disclosore of losses, especially withm a brokerage aceoant. 

Counsel expressed that tfae Draft Final Audit Repert also demonstroled tfae lack of darity on tfais 
issue. Counsel pointed to the different means of disclosing the realized losses presented in tfae 
Draft Final Audit Report (in "Other Receipts") and tfae Office of General Counsel's legal 
analysis of tfae Draft Final Audit Report (in '*Otiier Disbursements"). 

F. Audit Hearing 
At tfae audit faearing, Conuseil reiterated CDFP's position that tfae stamte and regulations lack 
guidance on the r^rting of realized losses. Counsel dlso stated tfaat tfaey did not believe tiiere 
was legd authority that requinsd CDVP to disclose realized losses on a hrokerage account. 

Subsequent to tfae audit faearing, the Audit staff clarified to Counsel tliat CDFP's net realized 
' losses of $150,370 should be reported on Schedule A-P (Itemized Receipts), Line 21 (Other 
Receipts) as a negative receipt. 



Commission Conclusion 
On Maroh 1,2012, tfae Commission considered tfae Audit Division Recommendation 
Memorandmn in whicfa the Audit staff recommended the Conunission fmd that CDFP misstated 
its fmancial aetivity for 2008 by understating its receipts by $355,240 and overstatmg its 
disbursements by $190,935. 

Tfae Conunission approved the Audit staffs reconunendation. 
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